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1. OVERVIEW 
 

Our indirect operations cover a wide range of activity required to fulfil our regulatory and statutory 
obligations while delivering our overall Business Plan outputs and objectives; delivering a safe, resilient 
and responsive network, accelerating progress towards a Net Zero world and providing a valued and 
trusted service for our customers and communities.  
 
In forecasting and justifying our operating expenditure we have considered several elements including:  
 
• Cost benchmarking of our RIIO-ED1 and current operating expenditure to test for efficiency compared 

to peers;  
• Consideration of Real Price Effects (RPEs), Ongoing Efficiency and productivity;  
• Justification of activity, need and related expenditure required during RIIO-ED2 compared to RIIO-ED1 

based on network requirements; and  
• Benchmarking of our RIIO-ED2 operating expenditure to stress test efficiency compared to our peers. 

 
As part of the steps above, we have used independent and third-party benchmarking information and 
analysis as well as undertaking our own evaluation.  Within RIIO-ED2 we will spend £523m total Gross 
Costs (£446m net) in our Scottish Hydro Electric Power Distribution region (SHEPD), and £933m total 
Gross Costs (£784m net) in our Southern Electric Power Distribution region (SEPD) across the areas of 
Closely Associated Indirects (CAI) and Business Support Costs (BSC).  This is an increase of 16% in both 
SHEPD and SEPD compared to the last 5 years spend in RIIO-ED1 and is reflective of the increase to capital 
delivery (Load/Non-Load and High Values Programmes) of 65% and 79% respectively in the same time 
periods in baseline totex. 
 
This is an ambitious plan that will create 519 new indirect roles and 290 new direct roles in RIIO-ED2 as 
well as providing upskilling and 57 additional apprenticeship opportunities. These will be across multiple 
locations within the UK to deliver transition to Net Zero, Whole System, Distribution System Operator 
(DSO) and the enhanced capital program commitments, and will support both UK and Scottish 
governments, post COVID and Brexit job strategies.12  
 
We believe this is an efficient and justifiable plan for RIIO-ED2 and the following paper details the 
significant RIIO-ED2 changes and demonstrates current efficiency in relation to other Distribution 
Network Operators (DNO’s). We believe that our RIIO-ED2 plan will enable us to operate at the forefront 
of efficiency throughout the RIIO-ED2 period. 

  

 
1 Protecting Scotland, Renewing Scotland: The Government’s Programme for Scotland 2020-2021 
2 Build Back Better: our plan for growth: UK Governments plans for investment in infrastructure, skills and 
innovation. 
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2. SUMMARY OF EXPENDITURE AND 
APPROACH 

Current RIIO-ED1 Performance for Indirects 

External benchmarking of our RIIO-ED1 performance for business support costs (BSCs) and closely 
associated indirect costs (CAIs) finds that both SHEPD and SEPD are currently performing efficiently 
relative to the upper quartile, across all disaggregated areas, as shown in Table 1 below. This is based on 
Ofgem’s RIIO-ED1 benchmarking methodology updated with 2021 data and demonstrates that SEPD is 
more efficient than the Upper Quartile (UQ) company in BSCs and SEPD is more efficient than the Upper 
Quartile (UQ) company in CAIs. See Establishing an appropriate efficiency challenge (Annex 15.4). 
 
Table 1: SEPD and SHEPD's efficiency position for CAIs and BSCs (%) 
 

    CAIs BSCs 

Efficiency score 
SHEPD 94.40% 93.10% 

SEPD 87.80% 93.60% 

  UQ 93.50% 93.50% 

Gap to UQ 
SHEPD 0.90% -0.40% 

SEPD -6.10% 0.10% 
Table 1: SEPD and SHEPD’s efficiency position for CAIs and BCSs (%). Source: Oxera Analysis 

 
Further cost benchmarking analysis for RIIO-ED1 performance to date in each CAI and BSC category is 
described Section 3 which takes account of our Regional Factor paper (Company-specific and regional 
factors for RIIO ED2, Annex 15.7). The ranking benchmarking finds that SHEPD is ranked 7th; 4thfor CAI and 
11th for BSC from 14 companies (correcting for SHEPD Sparsity / Regional Factors). SEPD is ranked 3rd; 2nd 
for CAI and 5th for BSC. We operate both of our DNOs in the same way with the same strategy towards 
indirect costs, while noting that because SHEPD is one of the smallest DNOs in the UK by spend, but 
largest by area, it carries a higher percentage of fixed costs in relative terms within BSC costs, and also 
requires a larger workforce, more vehicles and travel costs due to sparsity and islands than other 
companies. 

We believe our operational business model will allow us to build on our current position and continue to 
deliver operational efficiencies in RIIO-ED2. This model has been maintained and strengthened during 
RIIO-ED1, with a continuing focus on efficiency and value for money for our customers. The current level 
of efficiency is demonstrated across the indirect cost categories in CAI and BSC in this paper. 

Proposed changes for RIIO-ED2 

RIIO-ED2 marks a step change both in terms of volume of delivery, new technologies in the form of 
Digitalisation and Data, Low Carbon Technologies and Net Zero, and new approaches such as DSO and 
Flexible Solutions.  Due to this, our total indirect operational expenditure has increased over the later part 
of RIIO-ED1 and RIIO-ED2 period.  
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This is mainly driven by the growth forecast across our networks, illustrated when comparing the total 
operating expenditure to the Load and Non-Load and High Value Programmes spend (Figure 1) as a proxy 
for the increasing size, complexity, and scale of our network due to forecast growth over RIIO-ED2.  

 

Figure 1:  CAI and BSC growth vs Capex spend over RIIO-ED1 and RIIO-ED2 

 
We will continue to build on the Regional Operating Models in conjunction with our RIIO-ED2 
Deliverability Strategy (Annex 16.1) and Workforce Strategy (Annex 16.3) across our insource/outsource 
choices and ensure the most cost-effective delivery options are undertaken. Efficiency is, and will remain, 
one of our core values, and in this paper, we address the scaling up both of workforce size and capability 
complemented by the digital approach which are the two main drivers of incremental costs within 
indirects in RIIO-ED2. Whilst we recognise the need to grow our workforce in order to deliver the 
challenging RIIO-ED2 plan, we have designed our plan to target operating at the forefront of operational 
efficiency in the areas of CAI and BSC during RIIO-ED2, taking SHEPD Regional Factors into account. This is 
demonstrated in Figure 2 where we are reducing CAI spend per £1 of Capex and NOCs in RIIO-ED2 
compared to ED1 levels. This is a reduction of £0.11, or 25%, moving to an average of £0.31 CAI per £1 of 
Capex and NOC in RIIO-ED2. 

 

Figure 2: RIIO-ED1 to RIIO-ED2 reduction in CAI spend per £1 of Capex and NOC. 
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We will apply a 0.7% p.a. Ongoing Efficiency saving across all expenditure categories, including CAI and 
BSC, which are not shown in the forecast numbers in this paper, but overall Totex reductions, to target 
savings within Innovation (Annex 14.1), and further synergies as ED2 workload is delivered.  

 

Our approach to efficiency and examples of efficiency improvements we have delivered are contained 
within our Efficiency paper, Costs and efficiency (Chapter 15 and Annex 15.1). In conjunction with 
assessing operational efficiencies, we have considered the impact of additional workload, future business 
requirements and regulatory deliverables that will occur during the RIIO-ED2 period.  
These additional costs have been factored into our expenditure plans and the changes to current levels of 
expenditure are also documented and justified within this paper. 

Our RIIO-ED2 Indirect cost forecast does not include any expenditure for potential volume driver 
mechanisms, Brexit related issues or other uncertainties which still need to be agreed with Ofgem. We 
have included further detail in Uncertainty Mechanisms (Annex 17.1) on our proposed Opex Adjuster 
Uncertainty Mechanism. The mechanism adjusts the efficient level of operating expenditure SSEN 
requires to deliver specific UMs, for example Strategic Investment. This ensures consumers are protected 
from not having to pay unnecessary costs but also protects from costs outside of our control.  
 
Table 2 below gives a summary of our actual and forecast gross expenditure for the RIIO-ED1 period on an 
annual average basis, compared against our forecast RIIO-ED2 expenditure on the same annualised basis. 
Section 2.4 explains the RIIO-ED1 and RIIO-ED2 comparison metrics used in this paper and the column 
(Inc)/Dec used throughout shows the annualised movement between RIIO-ED2 to RIIO-ED1 (with an 
increase in ED2 shown as a negative value and a decrease in ED2 as a positive value). The detailed 
commentary and justification for the forecast and the movement from RIIO-ED1 are contained within 
Section 3 of this paper. 
 
 

  CAI/BSC 

SE
PD

 £
m

 

Cost Category 
RIIO-ED1 5 Year Annualised 
Expenditure 

RIIO-ED2 Annualised 
Expenditure (Inc) /Dec 

CAI 108 125 (17) 
BSC 53 61 (8) 
Total 161 186 (25) 

 
  CAI/BSC 

SH
EP

D 
£m

 

Cost Category 
RIIO-ED1 5 Year Annualised 
Expenditure 

RIIO-ED2 Annualised 
Expenditure (Inc)/Dec 

CAI 60 68 (9) 
BSC 31 36 (5) 
Total 90 105 (14) 

 
Table 2:  Indirect Gross Operating Expenditure Summary in RIIO-ED1 and RIIO-ED2 for SHEPD and SEPD. 

 

 

 

file://uk.ssegroup.net/Shared/OPS/DISTR/RIIO-ED1/_Final%20Business%20Plan%20March%202014%20-%20All%20Documents/Master%20Word%20Documents%20-%20DO%20NOT%20DELETE/Annexe%20Papers/RIIO-ED1_SSEPD_BP_July13_efficiency.pdf
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We will go onto explain the rationale for these increases/decreases in the Sections below, but in summary 
the main reasons for the increases are shown in Table 3 below: 

 
 
Table 3: Cost Drivers for movement in Gross CAI and BSC costs for RIIO-ED1 and RIIO-ED2. 

Costing Methodology for RIIO-ED2 Indirects 

a) Workforce Planning: 
 
We have built a comprehensive understanding of the challenge involved in transitioning to ED2 and have 
assessed our volume requirements, costs, efficiencies, organisational capabilities, and the skills we would 
need for ED2 (as further detailed in our Workforce Resilience Strategy Annex, 16.3). The step-by-step 
approach included: 
• Thorough, end to end data collection and business needs analysis in collaboration with over 40 

business leaders and subject matter experts.  
• Understanding existing workforce characteristics and trends 
• Identifying and incorporating efficiencies and productivity gains such as working patterns and multi-

skilling to reduce headcount growth by deploying existing workforce effectively.   
• Analysis of the gap between the make-up of our current workforce and the workforce required in the 

future.  

CAI / BSC £m RIIO-ED1 vs RIIO-ED2 SEPD SHEPD Total

Load Designer Engineers, Land Consent Managers  & Project Managers for the Load Schemes in 
ED2 including associated business support costs to deliver the larger ED2 plan.

£1.7m £0.7m £2.4m

DSO DSO (Delivery, Commercial /Development / Design /  Stakeholder) and IT DSO BSC £3.9m £2.1m £6.0m

Whole System / 
Sustainability

Engineers, Managers and Environmentalists to deliver Whole Systems and Sustainabil ity £0.4m £0.2m £0.6m

Environmental Designers, Project Managers and Delivery Managers for Environmental Non Load Delivery £0.8m £0.2m £1.0m

Design and Portfolio 
Management

Designer Engineers, Land Consent Managers, Portfolio Engineers, Project Managers and 
associated business support costs for the increases in volumes in Non Load and NOC in 
ED2

£1.7m £0.7m £2.4m

Treecutting Team Managers for the delivery of increase Tree Cutting Volumes £0.4m £0.0m £0.4m

Subsea Designers & Project Managers to deliver the subsea cable program £0.0m £1.0m £1.0m

Underground Cable Project and Team Managers to deliver the increased Underground Cable replacement 
programme

£0.3m £0.1m £0.4m

Apprentices Increased number of Apprentices in ED2 plan along with higher level of operational training 
(due to larger workforce and new technologies)

£1.1m £1.2m £2.3m

IT
Incremental ED2 IT Programme Opex costs, Cyber Security, OTN Roll  out, LV Monitoring and 
additions to IT Delivery WTE. IT & T costs also increasing due to larger workforce,  flexible 
working and BAU Delivery

£7.7m £4.2m £11.9m

Customer
Additional Customer Contact Staff, Complaint Handlers and Staff training to deliver 
Customer outputs. Vulnerabil ity managers, advisors and Fuel Poverty & Partnership 
funding to deliver Vulnerabil ity commitments

£3.3m £1.8m £5.1m

Net Total £21.4m £12.0m £33.5m

C1 Connections
Designers, Project Managers, team managers and associated Business Support costs for 
ED2 Customer Funded Load, Connections / DRS out of Price Control and Out of Area 
Networks

£3.8m £2.2m £6.0m

Gross Total £25.2m £14.3m £39.5m

Sa
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RIIO-ED1 vs RIIO-ED2 Gross 
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• Analysis of future capabilities and skills, and the organisational enablers we need to prepare the 
existing workforce for new technologies and ways of working. 

• Identifying sourcing options for volume increase and new skills and finalising commercial strategy 
with insource/outsource decisions. 

• Quantifying apprentice, graduate, and trainee engineer requirements to match uplift in work 
volumes. 

• Applying optimal ratios for closely associated indirect roles. 
 
Our initial top-down assessment of workforce growth was supplemented by a bottom-up build which 
gave us an increased workforce growth total of 865 from the start of RIIO-ED2 (519 Indirect staff, 57 
Trainees and 290 Direct staff). We expect digital enablement of systems (see Digitalisation (Annex 5.1)) 
to enable the re-skilling of some of our remaining staff and have incorporated a cost efficiency of 5% of 
Gross Workforce CAI costs (£28m net) in RIIO-ED2 within Core CAI in addition to £10m efficiencies to be 
delivered as a direct result of our RIIO-ED2 IT programme as shown in Figure 3. We have phased our 
workforce growth in line with known internal recruitment constraints and market demographic 
information, both local and national. This has resulted in a realistic and deliverable workforce growth for 
ED2. 
 
 
 

 
Figure 3:  RIIO-ED2 efficiencies included in CAI (net). 

 
b) Workforce Cost Modelling Overview 
 
Cost models are used to calculate the RIIO-ED2 workforce costs based on the Workforce Planning process 
outputs. The models use actual payroll data for our existing staff to inform the cost of new vacancies 
based on actual salary data per role which we deem as high-cost confidence: 
 
As shown in figure 4 below, the cost models: 
 
• Provide a 7-year view of cost and Whole Time Equivalent staff (WTE) per Distribution SSEN 

Directorates  
• Directorate models are consolidated and converted via the consolidation tool into Regulated 

Reporting workforce cost profile (CAI / BSC) 
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• The models use average salary per role which is used to cost the full ED2 workforce with 
supplemented cost data for Pay progression, Fatigue Management, Efficiency and new skill or 
targeted role changes / reductions and non-workforce related costs. 

• The average role cost is derived by calculating an average salary per role per Directorate using actual 
data from our payroll systems 

• Role type is sourced from our Oracle ERP Harmony Data  
• Assumptions for other employee related costs (Company Cars / Standby / Personal Protective 

Equipment / Travel) are based on current profile per directorate based on actual data from our 
financial systems. 

• Models include the Direct Workforce for completeness, but these salary costs are embedded within 
our unit rates.  

 

 

Figure 4:  Workforce Costing Methodology. 

 

Comparison Metric 

In this paper all metrics show the last five years of RIIO-ED1 annualised gross costs compared to 
annualised gross cost in RIIO-ED2 in each of the tables within this paper. We feel this is more reflective of 
the sizing of our current business. Due to RIIO-ED1 being an 8-year price control, overall activity levels, 
and therefore our costs now are very different to DPCR5 and the start of RIIO-ED1 with significant growth, 
and time to embed this growth, occurring in the first two years of RIIO-ED1. This included in-housing part 
of our Southern Electric Contracting business (circa 50% increase to the in-house, existing staff base) and 
significant growth in our connections business workforce. Both noteworthy changes have impacted CAI’s 
and BSC in the first few years of the price control. Therefore, the last five years of RIIO-ED1 are more 
reflective of the sizing of our business within RIIO-ED1 and our plans to efficiently grow in RIIO-ED2.  
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3. FORECAST AND ASSESSMENT OF 
CURRENT EFFICIENCY 

 
In this Section we will demonstrate the current level of performance and relative efficiency of both SEPD 
and SHEPD. In addition, we will document the changes in absolute costs that we forecast to incur over the 
RIIO-ED2 period. 
 
In the analysis below, the graphs used to convey SHEPD and SEPD’s relative efficiency have been 
calculated using the data within the disaggregated cost model used by Ofgem. Our views on the relevant 
cost assessment models being considered for use during the RIIO-ED2 process are contained within our 
Benchmarking Paper, Establishing an appropriate efficiency challenge (Annex 15.4). 
 
We have taken actual Gross Costs incurred for the 6 years actuals in RIIO-ED1 for each activity, removing 
RIIO-ED1 Regional Factor costs and used Modern Equivalent Asset Value (MEAV) as the cost driver to rank 
the 14 DNOs. The rationale for choosing this data is that it is a similar method to Ofgem’s Disaggregated 
modelling approach, which is used to assess efficiency in RIIO-ED1 along with Totex modelling. Therefore, 
the results could be easily replicated by Ofgem and other DNOs, and the costs are unaffected by different 
companies Connections Indirects allocation policy, where different companies have different allocation 
methodologies, which can skew benchmarking results.  
 
Table 4 below enables comparison of Ofgem’s modelling compared to the benchmarking used for ranking: 
 
 

  Ofgem Disaggregated Modelling Ranking Benchmark 
CAIs     

Data 
Analysis 
Tools 
  

8 Years of CAI forecast data 6 Years of Data (ED1), actuals at DNO level 
Combination of regression analysis, ratio analysis, 
run rate analysis and qualitative review. Ratio Benchmarking 

8 categories of CAI costs (70% of total CAI costs) 
aggregated for the regression   

Driver Modern Equivalent Asset Value (MEAV) MEAV 
      
BSCs     

Data 
Analysis 
Tools 

13 Years of Data (DPCR5 & ED1), actual and forecast 
at Group Level* 6 Years of Data (ED1), actuals at DNO level 

Ratio Benchmarking Ratio Benchmarking 

Driver MEAV MEAV 
* IT and telecoms are assessed separately with a combination of ratio analysis and consultant’s qualitative views 
 
Table 4: Comparison of Benchmarking Analysis Modelling: 

 
In the ‘SHEPD Adjusted’ column of our benchmarking outputs in the following sections, we have deducted 
the updated cost levels that we believe are in excess of those borne by other DNOs by virtue of the 
geographic, demographic and network-specific factors associated with operating in the North of Scotland. 
The sparsity factors faced by SHEPD mean that, as well as other network-specific directs costs SHEPD 
incurs, it incurs additional indirect costs in the categories of Core CAI, Vehicles & Transport, Property, and 
IT that would not be incurred by a typical UK DNO. These have increased between price controls.  
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The justification for excluding these costs from comparative analysis with other DNOs is contained within 
our ‘Regional Factors Supporting Paper’. In summary, we believe that these regional factors means we 
need to employ more staff, occupy more properties, incur more transport and IT costs than all DNOs 
entirely because of our location and the sparsity factors. These costs require to be “normalised” before a 
meaningful comparative assessment of efficiency can be obtained.      
 
We have anonymised other DNOs results within the benchmarking graphs and shown Scottish Hydro 
Electric Power Distribution shown as SSEH and Southern Electric Power Distribution shown as SSES in line 
with Ofgem nomenclature, and for ease of identification we have coloured SSEH (SHEPD) in yellow and 
SSES (SEPD) in blue to differentiate our companies from the remaining DNOs. 
 
In this Section we will demonstrate the current level of performance and relative efficiency of both SEPD 
and SHEPD. In addition, we will document the changes in costs that we forecast to incur over the RIIO-ED2 
period. 
 

Closely Associated Indirects (CAIs) 

Our CAI’s incremental cost between price controls is primarily based upon headcount growth to deliver 
the activities and planned new policies for RIIO-ED2. Key areas of workforce growth are: 
 
Connections: - Electric vehicles and heat pump uptake projections, increase in connections volumes, 
future network access and charging arrangements create a significant uplift in volumes of work in ED2 
requiring designers, quoters and team managers for field staff in each licence area. 
 
DSO and Whole Systems: - As part of the transition to net zero we’ll have new skills requirements across 
the flexibility lifecycle. These will include investment planning, system and outage planning, control 
engineering, solutions assessment and option generation, flexibility and whole system investment and 
market and whole system engagement. Flexibility will bring its own commercial, data and operational 
requirements. 
 
Design and Portfolio Management: - Growth in design engineers, portfolio investment engineers, land 
consents specialists and asset data analysts to ensure that work packages are ready for delivery is key to 
meeting customer expectations on the transition to net zero.   For our customers and consumers, we will 
deliver increased volumes, innovation, sustainability, and whole system planning to ensure continued 
asset health and best value decisions. 
 
Increased Capital and Network Operations Delivery (Operational): - Operational staff roles include all 
our craft roles; key skills such as fitters, jointers, cable layers, and overhead linespeople to ensure we can 
deliver new connections, ensure asset maintenance and protection and repair faults quickly, all combining 
to minimise interruptions in service. While the salary costs associated with these roles are included in our 
unit rates, the increase in direct workforce impacts CAI costs for Operational Training and Vehicles and 
Transport (CAI). 
 
Increased Capital and Network Operations Delivery (Non-Operational): - Our non-operational roles 
include commercial project and programme management, construction management and commissioning 
engineers, protection engineers, senior authorised persons, and team managers. 
 
Customer and Vulnerability: - Quality of service to customers has been the key consideration and growth 
will deliver enhanced customer service support at the times that customers need it. It will allow them to 
benefit from digital technologies and innovation. Our vulnerable customers will be better supported by 

https://ssecom.sharepoint.com/teams/ED1Financeteam/Shared%20Documents/General/ED2/Business%20Plan%20Chapters/RIIO-ED1_SSEPD_BP_July13_regional_factors.pdf


12 |Operating Costs | RIIO-ED2 Business Plan Annex 15.6 

new, specially trained customer service staff, ensuring that we can deliver a service that is responsive to 
individual need. 
 
Using internal benchmarking described above the efficiency rankings for each category of costs so far 
during RIIO-ED1 for our two DNO regions, across all 14 companies, were: 
 

Category SHEPD SHEPD Adjusted SEPD 
Core CAI Gross 9 4 2 
Network Design and Engineering 9 4 12 
Project Management 4 2 7 
Engineering Management and 
Clerical Support 

11 9 5 

System Mapping 7 7 2 
Network Policy 12 13 3 
Call Centre 13 13 10 
Control Centre 4 4 1 
Stores 3 3 4 

Wayleaves 9 9 2 
Operational Training 7 7 3 
Vehicles and Transport (CAI) 14 14 13 

 
Table 5:: Closely Associated IIndirects efficiency rankings by cost category.    

 

 
 
 

 
The dotted line in the above graph shows average efficiency across DNOs and shows that for Core CAI 
spend to date in RIIO-ED1, SEPD operates at above upper quartile efficiency (2nd) compared to its peers. 
SHEPD is 9th but moves to upper quartile (4th) when the Regional Factors per our paper (Company-specific 
and regional factors for RIIO ED2, Annex 15.7) are removed including sparsity, island travel and subsea 
cable team. 
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Taking each activity within Closely Associated Indirect costs individually: 
 
 
Network Design and Engineering 
 
Efficiency 
 

 
 
 

 
As can be seen from the graph above, SHEPD and SEPD are viewed as being less efficient than our peers 
so far during RIIO-ED1 (ranking 9th and 12th respectively). 
 
We believe that this result for SEPD is in the main due to different categorisation of costs amongst DNOs 
across the Network Design and Engineering, Project Management and Engineering Management and 
Clerical Support (EMCS) cost categories. SEPD is at upper quartile in EMCS and ranks 2nd overall in Core 
CAIs. When comparing the three categories, we do not believe that our relatively inefficient result in this 
category is due to anything other than differences of classification of the EMCS/Project Management 
activity between companies.  
 
For SHEPD, we believe this improves to rank upper quartile at 4th after we take Regional Factors such as 
the subsea cable design team and sparsity into account. See Company-specific and regional factors for 
RIIO ED2, (Annex 15.7). 
 
An additional contributing factor is that our operating model and philosophy has been to insource 
activities wherever possible which is a different approach to some other DNOs, some of whom outsource 
more Project Management and Network Design activities than ourselves, and as a result may show an 
element of these costs within their Direct expenditure given the difficulty of fully breaking out such 
expenditure into Regulatory Reporting categories.  
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Cost Justification 
 

  Network Design and Engineering 

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 
Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 24.9 26.1 29.5 (4.6) 
SHEPD 10.8 11.4 13.7 (3.0) 
Total 35.7 37.5 43.2 (7.6) 

 
Table 6:  Network Design and Engineering Expenditure costs.  

 
The RIIO-ED1 annualised spend is £24.9m in SEPD and £10.8m in SHEPD. This is forecast to increase to 
£29.5m and £13.7m on average in RIIO-ED2 respectively.  Note:- we have shown 22/23 Annual Expenditure 
multiplied by 5 to show position at the end of the current price control only. 
 
Increase of +£4.6m SEPD and +£3m SHEPD above is due to: 
 

Network Design and Engineering WTE WTE £m £m 
Directorate Driver Role SEPD SHEPD SEPD SHEPD 

Asset Management Environmental Design Engineer 6 3 0.3 0.2 

Environmental Land Consent Manager 3 2 0.2 0.1 

Load Design Engineer 4 2 0.2 0.1 

Load Land Consent Manager 4 2 0.2 0.1 

Load Portfolio Engineer 8 4 0.4 0.2 

Non-Load and NOC Design Engineer 8 4 0.4 0.2 

Non-Load and NOC Land Consent Manager 7 4 0.4 0.2 

Non-Load and NOC Portfolio Engineer 8 4 0.4 0.2 
System Operator DSO Design Engineer 3 2 0.1 0.1 

DSO Planner 23 13 1.2 0.6 
Connections Connections Design Engineer 19 17 0.8 1.0 

Grand Total 95 58 4.6 3.0 

 
Table 7: RIIO-ED2 additional Network Design and Engineering Expenditure.  

 
 

• Designers to deliver the increased Load expenditure for RIIO-ED2 supporting the planning and 
design of programs that will ready the network for net zero, consistent with up to 1.3m electric 
vehicles and up to 800,000 heat pumps connecting by 2028 and a total of 8GW of distributed 
energy resource (including windfarms, solar, and energy storage) connecting by 2028. 

• Designers and Engineers to deliver the increased Non-Load volumes (including underground 
cables, overhead line clearance and automation). 

• Designers for our Subsea Cable team to support the High Value Programme (Pentland Firth West 
and Skye - South Uist) and associated subsea cable deliveries. 
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• System Planners and Designers for the assessment for flexible solutions enabling us to better 
utilise existing capacity as an alternative to conventional constructed solutions and building our 
DSO capabilities. 

• Connections Designers and Quoters to efficiently deliver the connection requests, which are 
predicted to substantially increase through RIIO-ED2. 

• Designers and Engineers for the increase in Environmental deliverables including Fluid Filled Cable 
replacement and SF6 Asset Replacement. 

 
In RIIO-ED1, efficiencies have been delivered via our Capital Efficiency program (see Annexes 
Deliverability (Annex 16.1) and Supply Chain (Annex 16.2)) which has displaced contractors with inhouse 
designers providing savings in the later part of RIIO-ED1. Due to the increase in volumes in RIIO-ED2, we 
have continued to include costs for contractor support in Network Design and Engineering for the first 
two years of RIIO-ED2 for Design Engineers based on constraints within the recruitment market in this 
segment. As planning and design are the first stage of project delivery, this element of the workforce 
growth is required at the start of the new price control which contributes to the  increase between RIIO-
ED1 to RIIO-ED2. 
 
Our RIIO-ED2 plan incorporates these efficiencies along with the benefits that our IT Digitalisation 
Programme will deliver. An example of this is the Connections+ program which has enabled us to embed a 
£5m saving in RIIO-ED2 by reducing the headcount required to deliver the forecast higher level of minor 
connections quotes, Electric Vehicle and Heat Pump Load Checks and LCT information for customers 
which will be automated where possible. 
 
Project Management 
 
Efficiency 
 

 
 
 
As can be seen from the graph above, SHEPD is at upper quartile (4th) efficiency within Project 
Management and SEPD is at average efficiency (7th) when compared to all other DNOs.  
 
SHEPD moves to 2nd taking into account the Regional Factors associated with sparsity and island travel.  
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Cost Justification 
 

  Project Management 

£m
 

Company RIIO-ED1 5 Year 
Annualised Expenditure 

22/23 Annual 
Expenditure 

RIIO-ED2 Annualised 
Expenditure 

(Inc)/Dec 

SEPD 15.8 16.4 18.8 (3.0) 
SHEPD 5.4i 5.7 6.1 (0.7) 
Total 21.2 22.1 24.9 (3.7) 

Table 8: Project Management Expenditure 

 
The RIIO-ED1 annualised spend is £15.8m in SEPD and £5.4m in SHEPD. This is forecast to increase to 
£18.8m and £6.1m on average in RIIO-ED2 respectively. 
The increase of +£3m SEPD and +£0.7m SHEPD in RIIO-ED2 for: 
 

Project Management WTE WTE £m £m 
Directorate Driver Role SEPD SHEPD SEPD SHEPD 

Asset Management Load Project Manager 1 0 0.1 0.0 

Sustainability Project Manager 4 0 0.3 0.0 

System Operator DSO Project Manager 2 0 0.1 0.0 

DSO Contracts Manager 1 1 0.0 0.0 

Innovation Project Manager 1 1 0.1 0.0 

Connections Connections Delivery Engineer 11 1 0.5 0.1 

Connections Project Manager 16 2 0.6 0.1 

Operations SEPD Non-Load / Load Delivery Construction Manager 17 0 0.8 0.0 

Non-Load / Load Delivery Project Manager 9 0 0.5 0.0 

Operations SHEPD Non-Load / Load Delivery Project Manager 0 10 0.0 0.4 

Protection Project Manager 0 3 0.0 0.1 

Grand Total 62 18 3.0 0.7 
Table 9: RIIO-ED2 Project Management Expenditure Increase 

 

• Additional Project Managers to support the delivery of the increased Strategic Investment and 
Environmental volumes as described in Network Design and Engineering Section. 

• Project management for Protection, Automation and Overhead Line Clearance. 
• increased of Project and Construction Managers for SEPD Overhead Tower Lines and Plant 

Replacement.  
• increased Project Management for Connections Delivery due to the increasingly complex and 

regulated nature of this work. 
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Engineering Management and Clerical Support (EMCS) 
 
Efficiency 
 

 
 
As can be seen from the graph above, SEPD is efficient in this category and ranks 5th within EMCS and 
SHEPD is below average efficiency (11th) when compared to all other DNOs. 
 
Given that we have the same business model for both of our DNOs, we would reasonably expect both 
SHEPD and SEPD to have very similar levels of efficiency, adjusting for the relative scale of the two 
companies. This is not the case within EMCS, and as we have explained more fully within Company-
specific and regional factors for RIIO ED2, (Annex 15.7), we believe that factors such as sparsity of 
customers and assets, the requirement for additional transportation costs and most importantly, the 
additional headcount requirement within SHEPD to cope with the above, means that SHEPD incurs costs 
that are not required for other DNOs.  Adjusting for the impact of sparsity moves SHEPD to a ranking of 
number 9th in this category and 4th overall in CAIs. 
 
Cost Justification 
 

  Engineering Management and Clerical Support 

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 25.3 25.2 28.7 (3.3) 
SHEPD 17.6 17.6 18.6 (1.0) 
Total 42.9 42.7 47.3 (4.3) 

Table 10: Engineering Management and Clerical Support Expenditure 

The RIIO-ED1 annualised spend is £25.3m in SEPD and £17.6m in SHEPD. This is forecast to increase to 
£28.7m and £18.6m on average in RIIO-ED2 respectively.  
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The increase of +£3.3m SEPD and +£1m SHEPD in RIIO-ED2 for: 
 

Engineering Management and Clerical Support  WTE WTE £m £m 
Directorate Driver Role SEPD SHEPD SEPD SHEPD 

Asset Management Load Analyst 2 0 0.1 0.0 

System Operator DSO Analyst 12 7 0.5 0.3 
DSO Conflict Mitigation 1 1 0.1 0.0 
DSO Commercial 5 2 0.6 0.3 
Innovation Engineer 3 1 0.1 0.1 
IT Cyber Security Engineer 1 1 0.1 0.0 
IT Protection Engineer 2 1 0.1 0.0 
IT RTS Engineer 6 1 0.2 0.1 

Whole System Whole System Engineer 7 4 0.3 0.2 

Connections Connections Advisor 17 9 0.5 0.3 
Connections Load Check Officers 9 6 0.3 0.2 
Connections Quoters 7 5 0.3 0.2 
Connections Wayleaves Officer 3 2 0.1 0.1 
Efficiency: - IT - Load Checks, Enhanced Network Data (29) (17) (0.8) (0.5) 

Operations SEPD Connections Team Manager 2 0 0.1 0.0 
Network Operation Team Manager 6 0 0.2 0.0 
Non-Load / Load Administrator 8 0 0.2 0.0 
Non-Load / Load Engineer 11 0 0.5 0.0 
Non-Load / Load Programme Manager 1 0 0.1 0.0 
Non-Load / Load SAP 21 0 0.9 0.0 
Non-Load / Load Team Manager 17 0 0.6 0.0 
IT Protection Engineer 2 0 0.1 0.0 
Tree Cutting Delivery Manager 8 0 0.3 0.0 

Operations SHEPD Connections Team Manager 0 2 0.0 0.1 
Network Operation (NOC) Team Manager 0 1 0.0 0.0 
IT Protection Engineer 0 0 0.0 0.0 
IT RTS Engineer 0 1 0.0 0.0 
IT Team Manager 0 4 0.0 0.2 

Performance Performance and Change Change Manager 4 2 0.1 0.1 
  Performance and Change Regulation Manager 5 3 0.3 0.2 
  Performance and Change Assessor 1 0 0.0 0.0 
  Performance and Change Team Manager 1 0 0.0 0.0 
  IT Data Engineer 8 4 0.3 0.2 

Efficiency ED1 Role reduction   (27) (10) (1.3) (0.5) 
Productivity Improvements via IT Programme      (1.5) (0.5) 

Grand Total 113 31 3.3 1.0 
Table 11: RIIO-ED2 Engineering Management and Clerical Support Expenditure Increases 
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• New Capabilities in Sustainability, Whole Systems and Innovation to support delivery of Net Zero 
and Environmental Strategy. 

• Commercial and Development roles in DSO to save customers between £18.3m and £46.3m 
through deferred reinforcement in RIIO-ED2 and to grow flexible connections to 3.7GW of 
capacity across 35 zones, helping customers avoid £417.6m of reinforcement cost and offsetting 
1.8mtCO2. 

• Team Managers, Senior Authorised Person (SAP) and Quantity Surveyors to support delivery of 
the increase in SEPD Tree Cutting programme, Overhead Lines Clearances and increases in Non-
Load and Load inhouse delivery. 

• In line with the Regional Operational Model, additional Team Managers, Administrators and 
Schedulers are included for the 290 Direct Staff increase (including Safety/ Fatigue Management) 

• WTE are included for Connections out of Price Control forecast work programme (included in the 
Gross costs but not in NET CAIs). 

 
We have included a 5% efficiency stretch target on the workforce related Core CAI cost base in RIIO-ED2 
as we anticipate productivity and synergies as we grow to deliver RIIO-ED2. We also embedded saving of 
£10m for RIIO-ED2 to be included in this category covering improved productivity, automated reduced air 
fares, accommodation, mileage and travel related expenses, and reduced printing/stationary as a result of 
improved digital capabilities.   

 
 

System Mapping 
 
Efficiency 

 
 
 
Cost benchmarking shows SEPD in the upper quartile of efficiency within this category (2nd) and SHEPD 
performing in line with the average DNO (7th). 
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Cost Justification 
 

  System Mapping 

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 1.1 1.2 1.5 (0.4) 
SHEPD 1.0 1.1 1.2 (0.1) 
Total 2.1 2.3 2.6 (0.5) 

Table 12: System Mapping Expenditure 

The RIIO-ED1 annualised spend is £1.1m in SEPD and £1m in SHEPD. This is forecast to increase to £1.5m 
and £1.2m on average in RIIO-ED2 respectively. 
 
Increase of +£0.4m in SEPD and +£0.1m in SHEPD is due to:  
 

System Mapping WTE WTE £m £m 

Directorate Driver Role SEPD SHEPD SEPD SHEPD 

Asset Management Volume Increase Analyst 9 4 0.4 0.1 

Table 13: RIIO-ED2 System Mapping Expenditure Increases 

• Additional analyst roles across both DNOs will support the increased workload due to higher 
volumes of capital delivery and network operations in the RIIO-ED2 plan.  

 

 

IT improvements delivered via the implementation Asset Management (WAM) system based on IBM 
Maximo and Geographic Information System (GIS) using Smallworld Electric Office enable the majority of 
the increased workload in this area to be efficiently delivered as these systems hold the position and 
connectivity of all assets which have eliminated in many instances the silo data recording sources of 
information. In RIIO-ED2 we will join these two systems to our other core applications to have a single 
integrated platform for the management of all works. The platform will link to our Finance and HR 
systems, giving granular cost and volume details for all of our works and delivers productivity benefits 
within our EMCS category allowing improved management of our workforce, better visibility and 
deployment of skills to jobs. 
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Network Policy 
 
Efficiency 
 
 

 
 
The graph above shows that SEPD is efficient and ranks 3rd across the DNOs. SHEPD is less efficient that an 
average DNO and ranks 12th. 
 
We believe due to the low level of spend in this category overall (2.2% of the total CAI spend across all 
DNOs in RIIO-ED1 to date), SHEPD being one of the smallest DNOs in terms of MEAV, is impacted by the 
use of MEAV as a driver as there is a fixed level of costs that will not necessarily increase or decrease with 
MEAV. 
 
Cost Justification 
 

  Network Policy 

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 2.1 2.4 2.8 (0.7) 
SHEPD 1.8 2.0 2.4 (0.5) 
Total 3.9 4.4 5.2 (1.2) 

Table 14: Network Policy Expenditure 

The RIIO-ED1 annualised spend is £2.1m in SEPD and £1.8m in SHEPD. This is forecast to increase to £2.8m 
and £2.4m on average in RIIO-ED2 respectively. 
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Increase of +£0.7m in SEPD and +£0.5m in SHEPD is due to:  
 
 

Network Policy WTE WTE £m £m 
Directorate Driver Role SEPD SHEPD SEPD SHEPD 

Asset Management Load / Non-Load Analyst 1 1 0.0 0.0 

Load / Non-Load Data Engineer 5 5 0.2 0.2 

Regulatory Reporting Analyst 2 0 0.1 0.0 

Sustainability Analyst 2 1 0.1 0.0 

Sustainability Environmentalist 1 1 0.0 0.0 

Connections Connections Analyst 3 1 0.1 0.0 

Connections Policy / Account Manager 5 3 0.2 0.1 

Grand Total 18 12 0.7 0.5 

Table 15: RIIO-ED2 Network Policy Expenditure Increases 

 
New roles required in RIIO-ED2 include Analysts, Data Engineers and Environmentalists for both Asset 
Management and Connections Regulatory and Policy teams to support both the new mandated activities 
and the increased volumes;- for example policies associated with our Environmental Action Plan and DSO 
e.g. open networks (see Annexes Environmental Action Plan (Annex 13.1) and DSO Strategy (Annex 11.1) 
respectively). 
 
Call Centre 
 
Efficiency 
 

 
 
The graph above shows that for Call Centre and Control Centre combined, both companies are spending 
efficiently compared to our peers. Across these two categories, SEPD is the frontier company and SHEPD 
ranks 6th and as shown above, SHEPD is spending at an average efficient level based on MEAV when 
compared to its peers. 
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We have combined these two areas as we believe there are cost capture differences between companies 
(regarding dispatch and customer contact for unplanned faults) and that the call centre benchmarking 
assessment in isolation is not representative of the strong efficiency levels that SHEPD and SEPD operate 
at.  
 
Additionally, SHEPD has only c.775,000 customers (2.6% of all DNOs customers), which is not represented 
using MEAV as a driver for call centre and for both call centre and control room, there is no recognition in 
the analysis that a significant proportion of our SHEPD costs are, in our opinion, of a fixed nature, and 
they will not reduce/increase directly in line with MEAV.   
 
Cost Justification 
 

  Call Centre 

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 4.7 5.2 6.2 (1.5) 
SHEPD 2.6 3.0 3.6 (0.9) 
Total 7.3 8.2 9.8 (2.4) 

Table 16: Call Centre Expenditure 

The RIIO-ED1 annualised spend is £4.7m in SEPD and £2.6m in SHEPD. This is forecast to increase to £6.2m 
and £3.6m on average in RIIO-ED2 respectively. 
 
Increase of +£1.5m in SEPD and +£0.9m in SHEPD is due to:  
 

Call Centre WTE WTE £m £m 
Directorate Driver Role SEPD SHEPD SEPD SHEPD 

Operations SEPD Customer Advisor 13 0 0.5 0.0 

Vulnerability Advisor 5 0 0.2 0.0 

Vulnerability Community Liaison Officer 8 0 0.3 0.0 

Vulnerability Delivery Manager 4 0 0.2 0.0 

Vulnerability Educational Liaison Officer 2 0 0.1 0.0 

Vulnerability Head of 1 0 0.1 0.0 

Vulnerability Partnership Manager 1 0 0.1 0.0 

Operations SHEPD Customer Advisor 0 5 0.0 0.2 

Vulnerability Advisor 0 5 0.0 0.2 

Vulnerability Community Liaison Officer 0 6 0.0 0.2 

Vulnerability Educational Liaison Officer 0 1 0.0 0.1 

Connections Connections Advisor 5 5 0.1 0.1 

Grand Total 39 22 1.5 0.9 

Table 17: RIIO-ED2 Call Centre Expenditure Increases 
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Our RIIO-ED2 proposition to be a valued and trusted service for our customers and communities will 
provide additional resource in call centres, upskilling our call centre advisors for DSO activities and 
providing more support in communities via additional WTE for liaison work to deliver our enhanced 
vulnerable customer strategy, PSR (Priority Service Register) and LCT/EV advice to support Net Zero. 
  
Within RIIO-ED1, our new Customer Relationship Management (CRM) system will enable £0.5m of 
efficiencies by reducing headcount required in the call centres. 
 
Within RIIO-ED2, as part of the digital strategy, the modernisation of our telephony system will enable us 
to build on our RIIO-ED1 IT CRM system delivering an integrated customer experience creating flexibility 
and self-serve options which will deliver CAI efficiencies (with £3m savings in RIIO-ED2 embedded in this 
plan). 
 
Control Centre 
 
Efficiency 
 
See Call Centre 
 
Cost Justification 
 

  Control Centre 

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 5.3 5.3 6.3 (1.0) 
SHEPD 3.1 3.3 4.0 (0.9) 
Total 8.4 8.6 10.2 (1.9) 

Table 18: Control Centre Expenditure 

The RIIO-ED1 annualised spend is £5.3m in SEPD and £3.1m in SHEPD. This is forecast to increase to £6.3m 
and £4.0m on average in RIIO-ED2 respectively due to: 
 

Control Centre WTE WTE £m £m 
Directorate Driver Role SEPD SHEPD SEPD SHEPD 

System Operator DSO Control Engineer 20 14 0.9 0.8 

DSO Technical Support Assistant 2 2 0.1 0.1 

Grand Total 22 16 1.0 0.9 

Table 19: RIIO-ED2 Control Centre Expenditure Increases 

• Additional control room WTE to support the increase in outage planning and management for the 
capital delivery programme and connections activities. 

• DSO activities requiring new capabilities such as active management control engineers and 
technicians supporting the creation of smart, flexible, local energy networks that will accelerate 
progress towards a net zero. 
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Stores 
 
Efficiency 
 

 
 
Cost benchmarking shows that both SHEPD and SEPD are at the forefront of efficiency in this area at 3rd 
and 4th place reflectively. 
 
Cost Justification 
 

  Stores 

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 
Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 2.1 2.2 2.3 (0.2) 
SHEPD 0.8 0.8 0.8 0.0 
Total 2.9 2.9 3.1 (0.2) 

Table 20: Stores Expenditure 

The RIIO-ED1 annualised spend is £2.1m in SEPD and £0.8m in SHEPD. This is forecast to increase to £2.3m 
on average for SEPD but hold at RIIO-ED1 levels for SHEPD at £0.8m per year in RIIO-ED2.  
 
Within RIIO-ED1 we have implemented local stores as part of our Regional Operating Model (ROM) roll 
out. Due to this, despite the increased levels of capital work within the RIIO-ED2 plan, we have not 
forecast any additional costs within RIIO-ED2 for SHEPD and an increase of +£0.2 in SEPD. 
 
In RIIO-ED2 build on our progress with local stores to provide a robust resolution for managing, recording, 
and tracking of inventory used on the network. This, along with the progress made in RIIO-ED1, will 
enable the additional stores requirement due to the larger RIIO-ED2 plan to be met through efficiency 
gains. 
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Wayleaves 
 
Efficiency 
 

 
 
Cost benchmarking shows SEPD as the 2nd most efficient DNO with SHEPD being viewed as average 
efficiency compared to other DNOs. 
 
For both SEPD and SHEPD, the most significant cost is the Wayleave payments. Our further analysis on 
this category shows that in 2019/20 95% of our costs in this category were Wayleave Payments 
(compared to <80% for other DNOs), so we believe that both our DNOs are delivering the controllable 
element of this cost efficiently. 
 
Cost Justification 
 

Wayleaves 
Company RIIO-ED1 5 Year 

Annualised 
Expenditure 

22/23 
Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 4.6 4.9 4.9 (0.3) 
SHEPD 4.2 4.2 4.2 (0.0) 
Total 8.8 9.1 9.1 (0.3) 

Table 21: Wayleaves Expenditure 

The RIIO-ED1 annualised spend is £4.6m in SEPD and £4.2m in SHEPD. This is forecast to increase to £4.9m 
in SEPD on average whilst we SHEPD remains at RIIO-ED1 levels across RIIO-ED2. 
 
The increase of +£0.6m in SEPD is due to forecast increases for wayleave terminations, new wayleaves, 
easements and servitudes within RIIO-ED2.  
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Operational Training 
 
Efficiency 
 

 
 
Cost benchmarking shows that SEPD is within the upper quartile of efficiency (3rd) with SHEPD at average 
efficiency ranking of 7th compared to all DNOs. 
 
This activity includes the Work Force Renewal forecast - over 30% of our direct workforce are the age 
range from 50 to 64 and only a minimal number of employees work beyond age 65. So we are spending 
across the remainder of RIIO-ED1 and then into RIIO-ED2 will increase in this category to ensure that we 
can scale up our activities to meet the challenge of an ageing workforce and the increase that is forecast 
for RIIO-ED2. 
 
Both our DNOs tend to insource staff when possible and it is our view that we have a higher level of direct 
employees than other DNOs, particularly in SHEPD. This then means it is challenging to be at frontier 
efficiency in this category when using MEAV as a driver for SHEPD as this is not representative of our 
delivery strategy. However, our approach can be shown as efficient when considering our benchmarking 
at CAI and overall Totex. 
 
Cost Justification 
 

  Operational Training (CAI)  

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 6.6 6.9 7.9 (1.3) 
SHEPD 4.1 4.9 5.2 (1.2) 
Total 10.7 11.8 13.2 (2.5) 

Table 22: Operational Training (CAI) Expenditure 

Annually in RIIO-ED1 we are spending £6.6m in SEPD and £4.1m in SHEPD. This is forecast to increase in 
RIIO-ED2 to £7.9m and £5.2m average annual costs respectively.  
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Spend is forecast to increase in RIIO-ED2 for this category +£1.3m SEPD, +£1.2m SHEPD due to: 
 

• An increase of 25% above our RIIO-ED1 level for our Apprentices and Trainee programme during 
RIIO-ED2 creating an additional 57 trainee level roles. This is due to both the forecast increase in 
staff required to deliver our RIIO-ED2 plan and the age profile of our direct workforce.  

• We have included an additional two WTE to manage and assess our direct workforce trainees. 
• Additional training costs for the direct workforce to upskilling and multiskilling the existing 

workforce and providing training for new entrants with transferable skills. New capabilities for 
example, LV Monitoring, DSO, and new technology requirements have also been factored into the 
Direct Workforce training costs for RIIO-ED2. 

• Learner support costs and costs of increasing number of Trainers are also included in this cost 
base to facilitate the higher level of trainees. 

 
More detail can be found in our Workforce Resilience Strategy (Annex 16.3).  
 
Vehicles and Transport (CAI) 
 
Efficiency 
 

 
 
 
Internal benchmarking shows that both SHEPD and SEPD are viewed as being less efficient than the 
average DNO when looking at Vehicle and Transport spend in isolation (rather than viewing this spend 
combined with Non-Operational Vehicle costs.) This is an area of focus for both DNOs, and we are seeing 
cost reductions in this area in the more recent RIIO-ED1 period as we implement efficiency strategies. 
 
Within SEPD, as part of the Regional Operating Model, plans are in place to reduce the ratios of our van 
fleet to direct staff in order to improve efficiency, although this initiative had to be paused due to Covid 
with a number of vans now on extended leases. Implementation will resume when it is safe to do so. 
 
Due to sparsity, SHEPD requires more vehicles than a typical DNO as noted in our Regional Factor paper. 
In addition, SHEPD’s tree cutting strategy of primarily insourcing puts it at frontier delivery in direct 
activity unit rates. However, due to this strategy, costs are spread between Tree Cutting and Vehicles & 
Transport (V&T); c.20% of SHEPD’s V&T fleet costs support this efficient delivery strategy and we are 
currently working with Ofgem and externally to explore how this can be better recognised within cost 
drivers. 
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Our operating model and philosophy is to in source activities wherever this is possible and efficient to do 
so. Many other DNOs outsource activities such as tree cutting/excavation and reinstatement and 
therefore, these costs, including the Transport & Vehicle element, will be reported within the appropriate 
direct activity being undertaken. 
  
The majority of other DNOs similar spend on these activities remains within Non-Load /NOC and we are 
supportive of allocating Vehicle & Transport spend across Direct activities. 
 
Cost Justification 
 

  Vehicles and Transport (CAI)  

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 15.6 15.5 16.3 (0.7) 
SHEPD 8.2 8.5 8.7 (0.5) 
Total 23.8 24.0 25.0 (1.2) 

Table 23:Vehicles and Transport (CAI) Expenditure 

Annually in RIIO-ED1 we are spending £15.6m in SEPD and £8.2m in SHEPD. This is forecast to increase in 
RIIO-ED2 to £16.3m and £8.7m respectively. 
 
+£0.7m SEPD and +£0.5m SHEPD increases in RIIO-ED2 vs RIIO-ED1 are due to 
 
a) Increase in volumes in RIIO-ED2; the direct workforce is expected to grow by 290 WTE over the RIIO-

ED2 period along with an increase in trainees. This will therefore mean a larger operational fleet is 
required. Due to the Regional Operating Model, efficiencies will be made within the current fleet 
offsetting in part the full impact of the costs associated with Direct Staff increase and we have 
reduced the number of new vehicles to a ratio of 1 vehicle per 2 WTE thus embedding a £5m 
efficiency target within this category. 
 

b) SSE is committed to decarbonising 100% of fleet under 3.5tn and 50% of fleet over 3.5tn by 2030: 
• In RIIO-ED2, the target for both DNOs is for 80% of operational fleet under 3.5tn to be replaced 

with EVs or decarbonised where it is economically viable to do so. Our initial analysis shows for 
vans, in the main, higher lease costs for EVs which can be mainly mitigated by lower fuel costs. 
See our Environmental Action Plan (Annex 13.1) for further details. 

• For plant/off road vehicles, where technology readiness is in early stages with limited options, 
cost assessment is more uncertain for draft and total running costs are therefore assumed to be 
in line with current equivalent costs. 

• No sector specific cost data available for vehicles > 3.5tn – We are currently engaging 
manufacturers and vehicle converters. Target remains 50% of vehicles > 3.5tn to be decarbonised 
by 2030 where this is economically viable.  

• Other cost considerations: Storm readiness, additional cost per van to include EV home chargers 
adding +£0.2m in RIIO-ED2. 

• We have assessed our current lease renewal profiles for all vehicles within scope of this 
commitment (which excludes large plant) which has enabled as to profile the changeover to EV 
within our cost base for Vans. 
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• Lorries < 3.5tn and 4x4 Vehicles have not been profiled and have been costed at existing 
(traditional) lease and fuel costs as commercially viable options are not currently available. An 
economic solution is expected in the early part of RIIO-ED2.  

 

Business Support Costs (BSC) 

A large component of BSC charges for corporate services, provided by the SSE Services Group company, 
and Telecoms services provided by SSE Telecoms, an SSE joint venture. All BSC are covered in detail 
below, but for reference, the following corporate services are provided by SSE Services: 
 

• Provision of corporate services including Risk, Audit and Insurance, Legal, Corporate Affairs, 
Finance, HR, Training, Regulation, IT, Corporate Business Services and Other (consisting of 
Procurement, Investor Relations and Company Secretary, Facilities Management, Health and 
Safety, Other Corporate Services and Group Management cost).  

• Rental charge for occupation of head office and depot premises owned by SSE Services and 
utilised by SHEPD and SSEPD.  
 

The costs of corporate services are allocated on the following basis: a charge is calculated via the SSE 
Corporate Recharge model and based on a combination of factors such as entity specific cost centres, 
individual managerial assessment of services provided by each corporate area to each licensee, 
headcount, number of staff occupying corporate properties. 
 
Using internal benchmarking described in Section 3 above, the efficiency rankings for each category of 
costs so far during RIIO-ED1 for our two DNO regions, across all 14 companies, were: 
 

Activity SHEPD SHEPD Adjusted SEPD 
Business Support Costs Gross 12 11 5 
HR  6 6 2 
Non-Operational Training 10 10 8 
Insurance totals 7 7 6 
Fines & Penalties 2 2 2 
Finance and Regulation 9 9 1 
CEO 12 12 9 
IT & Telecoms (Business Support) 14 13 9 
Property Management (Business 
Support) 

8 6 2 

Table 24: Business Support Costs Efficiency Ranking 
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SEPD is efficient across all Business Support Cost categories and ranks 5th across all DNOs. SHEPD ranks at 
less efficient at 12th overall however this moves to 11th once Regional Factors associated with the number 
of depots required due to sparsity and additional IT requirements such as Private Mobile Radio, Scanning 
Telemetry and Load Managed Areas due to the geographic nature of the region are taken into 
consideration (described in detail in our Regional Factor paper).  
 
SHEPD’s efficiency ranking suffers from the relative scale of the company against the other DNOs.  We 
believe there is a large element of fixed costs in several of the BSC categories, where a core number of 
support staff are required irrespective of the DNOs MEAV. We note that external benchmarking using 
Ofgem modelling shows that both companies are efficient relative to UQ. This is due to; inclusion of non-
operational capex in the Ofgem modelling which is not reflected in the benchmark ranking in this paper 
and; BSC Ofgem modelling being assessed at Group level rather than company (as shown here) which 
highlights the challenge that SHEPD has due DNO size and regional factors. 

 
Taking each activity within Business Support Indirect costs individually: - 
 
HR 
 
Efficiency 
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Internal benchmarking shows both DNOs as above average efficiency with SEPD the 2nd most efficient 
DNO and SHEPD above average efficiency at 6th. 
 
 
Cost Justification 
 

  HR  

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 2.4 2.7 2.9 (0.4) 
SHEPD 1.1 1.2 1.4 (0.3) 
Total 3.6 3.9 4.3 (0.7) 

Table 25: HR Expenditure 

Annually in RIIO-ED1 we are spending £2.4m in SEPD and £1.1m in SHEPD. This is forecast to increase in 
RIIO-ED2 to £2.9m and £1.4m respectively.  
 
Both SEPD and SHEPD’s HR requirements are provided by SSE Services and include payroll, recruitment, 
employee relations, pensions and shared service centre. +£0.4m SEPD and +£0.3m SHEPD increases in 
RIIO-ED2 vs RIIO-ED1 are due to: 
 
• +5 WTE for HR Business Partners/Recruitment due to increased headcount planned for both 

SHEPD/SEPD in RIIO-ED2. 
• +2 WTE Case Managers and 10% increase to payroll costs associated with increase to timesheet-based 

staff. 
 

Non-Operational Training 
 
Efficiency 
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As can be seen from the graph above, SEPD performs at average efficiency in this category (8th) and 
SHEPD ranks as less efficient at 10th. 
 
We believe that our efficiency in this category is impacted by the relatively small proportion of spend in 
this category (2% of BSC to date across all DNOs) coupled with our insourcing strategy, particularly in 
SHEPD, as previously mentioned. Due to the relatively higher level of inhouse staff both companies have a 
higher fixed level of costs to support training our Non-Operational staff.  
 
Cost Justification 
 

  Non-Operational Training 

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 0.8 1.1 1.3 (0.6) 
SHEPD 0.4 0.4 0.9 (0.5) 
Total 1.2 1.5 2.3 (1.1) 

Table 26: Non-Operational Training Expenditure 

Annually in RIIO-ED1 we are spending £0.8m in SEPD and £0.4m in SHEPD. This is forecast to increase in 
RIIO-ED2 to £1.3m and £0.9m respectively. 
 
+£0.6m SEPD and +£0.5m SHEPD increases in RIIO-ED2 vs RIIO-ED1 are due to: 
 
• Increase in trainers and learner support for new starts. 
• Full accreditation for Service Excellence from the Institute of Customer Service by 2028 for 900 staff, 

Empowered to Care training refresher and Vulnerability training.  
• Increase in trainers, learner support and external training courses to enhance and build new skills for 

RIIO-ED2 activities including professional accreditations for commercial, leadership, Net Zero, IT and 
Cyber Resilience, Environmental and DSO capabilities.  
 

Insurance Totals 
 
Efficiency 
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The graph above shows that SEPD is above average efficiency in this category (6th) and SHEPD is at 
average efficiency (7th) compared to our peers. 
 
Cost Justification 
 

  Insurance totals 

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 
Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 3.7 3.6 3.8 (0.1) 
SHEPD 1.5 1.8 1.9 (0.4) 
Total 5.1 5.4 5.6 (0.5) 

Table 27: Insurance Total Expenditure 

Annually in RIIO-ED1 we are spending £3.6m in SEPD and £1.5m in SHEPD. This is forecast to increase in 
RIIO-ED2 to £3.8m and £1.9m respectively. 
 
+£0.1m SEPD and +£0.4m SHEPD increases in RIIO-ED2 vs RIIO-ED1 are due to: 
 

• Larger operational vehicle fleet requiring an uplift to the fleet insurance policy. 
• New control rooms and improved/upgraded depots requiring an uplift to property insurance. 

 
Finance and Regulation 
 
Efficiency 
 

 
 
The graph above shows that SEPD is the frontier company in efficiency in Finance and Regulation which is 
the highest spend category of the Core Business Support Costs across all DNOs. SHEPD is just below 
average efficiency (9th) and we have embedded savings in our RIIO-ED2 plan to improve SHEPD’s position 
in this category. 
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We note that SHEPD is one of the smallest DNOs in the UK and therefore carries a higher percentage of 
fixed costs in relative terms within BSC costs. As shown above, SHEPD performs well in comparison to 
other companies with similar MEAV values. 
 
Cost Justification 
 

  Finance and Regulation 

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 
Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 8.7 9.2 9.7 (0.9) 
SHEPD 5.2 4.6 4.8 0.5 
Total 14.0 13.8 14.4 (0.5) 

Table 28: Finance and Regulation Expenditure 

Annually in RIIO-ED1 we are spending £8.7m in SEPD and £5.2m in SHEPD. This is forecast to increase in 
RIIO-ED2 to £9.7m SEPD but reduce to £4.8m in SHEPD due to: 
 

• Increase of +33 WTE in Procurement for supply chain management and strategic partnership 
frameworks weighted towards SEPD to support to efficient delivery of the increased RIIO-ED2 
capital program (Deliverability (Annex 16.1) and Supply Chain (Annex 16.2)).  

• +2 WTE in Regulation and +2 WTE in Finance to support the increase in complexity and cost base 
for RIIO-ED2. 

• Reassessment of cost allocation methodology between SHEPD and SEPD from 21/22 budget 
numbers onwards. 

 
At SSE Group level a program to digitalise finance is underway which we expect to see efficiencies 
delivered within RIIO-ED2 giving a reduction in spend in SHEPD and reducing the headcount additional 
requirements for SEPD. 
 
CEO 
 
Efficiency 
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In CEO, SEPD and SHEPD benchmark as less efficient that the average DNO at 9th and 11th and we have 
embedded savings in our RIIO-ED2 plan to improve our position in this category. 
 
As shown above, SEPD performs in line with other companies with similar MEAV levels and is spending on 
the line of best fit when reviewing total spend/MEAV across all DNOs.  
 
Cost Justification 
 

  CEO 

£m
 

Company ED1 5 Year 
Annualised 
Expenditure 

22/23 Annual 
Expenditure 

ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 6.8 7.5 7.9 (1.1) 
SHEPD 3.7 4.0 3.9 (0.2) 
Total 10.5 11.5 11.7 (1.3) 

Table 29: CEO Expenditure 

Annually in RIIO-ED1 we are spending £6.8m in SEPD and £3.7m in SHEPD. This is forecast to increase in 
RIIO-ED2 to £7.9m in SEPD and £3.9m in SHEPD. 
 

• Increase in Legal costs weighted towards SEPD to support the increased programme of works in 
RIIO-ED2 and DSO.  

• Increase in costs to support the Customer and Vulnerability strategy including Customer 
Experience, expanding our partnerships in local communities to support a wide range of differing 
customer need via partnership funding and £4m Fuel Poverty fund to support customers, 
including the most vulnerable and hard to reach. 

• We have embedded a £7.5m efficiency within this category in RIIO-ED2 as we expect restructuring 
within the Group to enable us to reduce spend within RIIO-ED2 

• Reassessment of cost allocation methodology between SHEPD and SEPD from 21/22 budget 
numbers onwards. 

 
IT & Telecoms (BSC) 
  
Efficiency 
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Internal benchmarking using MEAV as the driver shows that SEPD is below average efficiency (9th) in IT & 
Telecoms Business Support costs and SHEPD ranks 14th out of all DNOs. 
 
As described in our Regional Factors paper, SHEPD, due to the geography and sparsity of the area in which 
we operate, incurs costs that other DNOs will not incur, including Private Mobile Radio, Scanning 
Telemetry and costs associated with Load Managed Areas. SHEPD moves to rank 12th using an assessment 
excluding these Regional Factors. 
 
Additionally, as previously noted, SHEPD is one of the smallest DNOs in the UK and therefore carries a 
higher percentage of fixed costs in relative terms within BSC costs.  
 
Analysis also shows that both SHEPD and SEPD have in recent RIIO-ED1 years undertaken a significant 
investment in our IT systems which may be contributing to our lower level of efficiency in this category in 
RIIO-ED1 and that we will focus on improving in RIIO-ED2 as our RIIO-ED1 investments deliver efficiencies 
across our Totex spend. 
 
Cost Justification 
 

  IT& Telecoms (Business Support) 

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 
Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 24.7 27.1 29.9 (5.2) 
SHEPD 15.6 18.0 19.9 (4.3) 
Total 40.3 45.1 49.8 (9.5) 

Table 30: IT & Telecoms (Business Support) Expenditure 

Annually in RIIO-ED1 we are spending £24.7m in SEPD and £15.6m in SHEPD. This is forecast to increase in 
RIIO-ED2 to £29.9m and £19.9m respectively with our £252m Operational and Non-Operational Capital IT 
investment plan, which is > 50% of the investment required in the last 5 years of RIIO-ED1, and will be 
supported by a 25% uplift in IT Business Support costs which includes a £12.5m efficiency target in RIIO-
ED2 built into our forecast.  
 
£2.7m in SHEPD and £4.1m in SEPD are due to new Opex costs associated with the delivery of our 
Operational and Non-Operational IT Capex work programme as detailed below to support our core RIIO-
ED2 objectives. 
 

IT/OT RIIO-ED2 Programme Project Name 
Total RIIO-
ED2 OPEX 

Annualised 
RIIO-ED2 Opex 

Trusted and Valued service Connections+ £1.0m £0.2m 
Trusted and Valued service Customer Omnichannel Platform £3.8m £0.8m 
Trusted and Valued service Open Door £0.6m £0.1m 
Trusted and Valued service Outage Notifications £0.1m £0.0m 
Trusted and Valued service Tailored Insights £0.1m £0.0m 
Progress to Net Zero ADMS+ £0.4m £0.1m 
Progress to Net Zero Connectivity++ £0.2m £0.0m 
Progress to Net Zero EnviroTrack £0.1m £0.0m 
Progress to Net Zero DSO ANM £0.2m £0.0m 
Progress to Net Zero DSO Enablement (Orchestrator) £0.1m £0.0m 
Progress to Net Zero DSO Management (Optimiser) £0.5m £0.1m 
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IT/OT RIIO-ED2 Programme Project Name 
Total RIIO-
ED2 OPEX 

Annualised 
RIIO-ED2 Opex 

Progress to Net Zero Flexibility Contracting £0.5m £0.1m 
Progress to Net Zero LCT Analytics £0.1m £0.0m 
Progress to Net Zero PSA+ £0.1m £0.0m 
Progress to Net Zero Commercial Optimisation £0.1m £0.0m 
Progress to Net Zero Smart Meters+ £0.0m £0.0m 
Progress to Net Zero MHHS £0.0m £0.0m 
Progress to Net Zero LV Monitoring £5.4m £1.1m 
Progress to Net Zero OTN Rollout £8.2m £1.6m 
Positive impact on Society Digital Workplace £0.6m £0.1m 
Positive impact on Society Work Management 2 £0.1m £0.0m 
Positive impact on Society Capital Investment £1.9m £0.4m 
Safe Resilient Responsive Network Digital Comms £5.2m £1.0m 
Safe Resilient Responsive Network Investment Optimisation £0.3m £0.1m 
Safe Resilient Responsive Network Linear Assets £0.3m £0.1m 
Safe Resilient Responsive Network MDM, Data Lake & Analytics £1.1m £0.2m 

Table 31: IT/OT Opex Expenditure 

• Mobile Managed Services including Telecoms, Cloud and data costs for digital equipment in 
response to the increased flexible working and digital office requirements and increased 
headcount in RIIO-ED2 +£0.8m SEPD, +£1m SHEPD.  

• Additional Project Managers and specialist IT staff are required to manage the increased IT 
Portfolio +£0.3m SEPD, +£0.6m SHEPD.  

 
Our RIIO-ED2 investments in IT, OT and telecoms projects, provide a whole life benefit of £245.4m. Our 
plan contributes to far wider societal benefits driven by flexibility, estimated by Carbon Trust/Imperial 
College London to be worth up to £40bn by 2050 when compared against electricity systems that do not 
deploy additional flexibility technologies and further details of the RIIO-ED2 IT programme can be found 
in our Digitalisation Investment Plan (Annex 5.1). 
 
Property Management (BSC) 
  
Efficiency 
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Internal benchmarking shows that SEPD benchmarks above upper quartile efficiency in this category (2nd) 
and SHEPD is at average efficiency (8th).  
 
We assess that SHEPD will move to 6th once the Regional Factor associated with the number of depots 
compared to an average DNO due to sparsity is considered (as described in Company-specific and 
regional factors for RIIO ED2 (Annex 15.7). 
 
Cost Justification 
 

  Property Management (BSC) 

£m
 

Company RIIO-ED1 5 Year 
Annualised 
Expenditure 

22/23 
Annual 
Expenditure 

RIIO-ED2 
Annualised 
Expenditure 

(Inc)/Dec 

SEPD 5.9 5.5 5.8 0.1 
SHEPD 3.3 3.3 3.5 (0.2) 
Total 9.3 8.9 9.3 (0.1) 

Table 32: Property Management (BSC) Expenditure 

Annually in RIIO-ED1 we are spending £5.9m in SEPD and £3.3m in SHEPD. This is forecast to decrease in 
RIIO-ED2 in SEPD to £5.8m and increase to £3.5m in SHEPD. 
 
At Distribution level we anticipate that property management costs will remain broadly flat in RIIO-ED2 
with incremental costs for: 
  

• Expansion and renewal of Control Centres in both SHEPD and SEPD. 
• Seven site relocations and one rebuild which impact market rental costs. 

 
Although in RIIO-ED2 we will have a larger workforce, we anticipate that the savings derived from the 
Digital Workplace programme along with the flexible working options will enable us to offset the majority 
of increased spend via efficiencies in this category.  
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Appendix A: SEPD Total Gross Costs RIIO-ED1 and RIIO-ED2 
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Appendix B: SHEPD Total Gross Costs RIIO-ED1 and RIIO-ED2 

 

 
 

 


